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ARGENTINA: KEY ECONOMIC INDICATORS 2 


All values in U.S.$ million Exchange rate as of July 31, 
and represent period averages 1981: one dollar equals 7,350 
unless otherwise indicated Argentine pesos(finan. market) 


%Change P/ 
ITEM 1979 1980 1981— 


1980/79 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Constant 1970 Prices 29,274 29,587 
GDP at Current Prices 201,235, 126,266 
Per Capita GDP at Current Prices(dollars) 3,684 4,600 
Total Consumption Expend.Current Prices 77,725 101,981 
Gross Fixed Investment Current Prices 224 24s 30,420 
Industrial Production Index (1970=100) 118 114 
Population (thousands) 27 fol 27,863 
Labor Force (thousands) 10,337 10 , 452 
Avg. Unemployment Rate(April, 2) 2.0 Pid 


MONEY AND PRICES 


Money Supply M,(Dec.,billion pesos) B/ 13,839 27,350 ‘ 54,700 
Interest Rate,Commercial Banks(July) C/ Zaz Z 143° % 362 Z 
Price Indices: 
Wholesale Prices (Dec.1978=100) (Dec. ) 229 360 ; 900 
Consumer Prices (Dec.1978=100) (Dec. ) 240 450 87.6 1,050 
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BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exch. Reserves(Dec.31) 10,480 7,684 -26.7 5,000 
External Public Debt, capital only 9,960 14,459 aoi.1 #19 ,909 
Balance of Payments + 4,379 - 2,796 - - 2,684 
Balance of Trade + 1,i11 = 2,425 - + 1,000 
Exports, Total (FOB) 7,810 1,973 . 10,500 
Exports to U.S. 560 492 

U.S. Share 1-2 6.2 
Imports, Total (CIF) 6,700 10,400 
Imports from U.S. 1,411 2,073 

U.S. Share 22 oe: 19.9 


Main imports from the U.S. during 1980: Commodity, Quantity (in million 
pounds), and Value (in million dollars): Aircraft 1.0/214.6; Civil engi- 
neer and contractorstequipment 40.0/121.7; Trucks and special purpose 
motor vehicles 54.0/106.9; Organic chemical and products 180.0/102.6; 
Mechanical handling equipment 29.0/68.5; Parts of road vehicles and 
tractors 31.0/66.7; Telecommunication equip. 4.0/61.0; Measuring check- 
ing, etc. instruments 3.0/60.8. 


Projected. 

GDP at current dollars reflect changes in the peso/dollar parity in 
addition to inflation and real growth. Thus, percentages are not 
reported since they would reflect a monetary impact rather than a 
current change in the economy. 

Currency in hands of the public and demand deposits. 

Transferable 30-day CD's on loans (effective annual rate). 


urces: Ministry of Economy, National Institute of Statistics and 
Census, and Central Bank, all in Buenos Aires; and U.S. Bureau 
of the Census. 





ARGENTINA 


SUMMARY 


While an excellent grain crop and a chain of devaluations 
have improved the outlook for both exporters and producers, 
Argentina's economy still suffers that most modern of ills -- 
recession combined with accelerating inflation. 


Devaluations amounting to a 250 percent increase in the 
peso/dollar exchange rate have meant a radical improvement 
in the balance of payments with a possible return to a 
trade surplus. Separation of the foreign exchange market 
into two parts for commercial and financial transactions, 
the latter in a managed float, removed the need to defend 

a fixed exchange rate. The defense of such a rate had cost 
heavily in reserves. 


The devaluations, however, automatically triggered a rise 

in import prices, which was transmitted swiftly to domes- 
tically produced goods. For the first seven months of the 
year the increase in consumer prices was 62 percent, and for 
the current year a return to three-digit inflation appears 
inevitable. At the same time the export-led recovery on 
which the Government bases its hopes has not yet benefitted 
domestic industry, still hard hit by pre-devaluation import 
competition and extraordinarily high interest rates, now 
softening but still slightly over 10 percent a month for 
30-day loans. The private sector still has an excessively 
high debt-to-equity ratio, and the government has formulated 
a scheme to refinance the debt (most of it very short-term) 
at terms of up to seven years. It is feared that without 
some refinancing a severe financial crisis could ensue. The 
industrial sector iss depressed, with output down by 14 per- 
cent in the second quarter from the same period of 1980. 

In many lines, capacity utilization is less than 50 percent. 
Worker layoffs have increased significantly. 


For the balance of the year we foresee continued recession 
and inflation, but believe on the other hand that the 
external accounts will improve. Further foreign borrowing 
may be necessary to meet debt service requirements. 


U.S. exports to Argentina are expected to fall from the 
record $2.6 billion level of 1980 to around $2 billion, a 
result of the peso devaluations which increased the peso 
cost of imports. 





Uncertainty over government policy has in addition made 
Argentine agents and distributors reluctant to acquire 

new product lines. In light of prevailing circumstances, 
many exporters are exercising some care in first-time 

sales to most Argentine importers. Fiscal constraints on 
public investment projects, especially those in power 
generations, transportation, and communications, may affect 
U.S. bidders in those areas. 


Import duties are under review and the tariff reduction 
program initiated in 1979 has been suspended. We think 
it unlikely, however, that Argentina will return to a 
high-tariff regime. The investment climate remains 
basically good, despite current uncertainty about the 
future course of the economy. 





A. CURRENT ECONOMIC SITUATION AND TRENDS 


Recession Deepens While Inflation Rebounds 


Despite a fine grain crop and rising exports, the Argentine 
economy shows all the signs of stagflation -- deepening 
recession, low levels of output in many lines of production, 
rising unemployment and under-employment, while at the same 
time inflation has sprung back to life after falling below 
100 percent for the first time in six years. This state 

of affairs arises from several causes: the mainenance of 

an unrealistic exchange-rate policy -- a highly overvalued 
peso -- during 1980; a long transition between two adminis- 
trations during which uncertainty reigned and no important 
decisions were taken; a series of sharp devaluations of the 
peso, tripling the value of the dollar in six months; 
cripplingly high interest rates; and a general lack of con- 
fidence in the predictability of government economic policy. 


Deep Devaluations Bring Renewed Inflation 


Under the administration of President Videla, combatting 
inflation was given highest priority. This campaign was 
waged mainly with two weapons: falling import duties and 

a crawling peg devaluation which kept the peso deliberately 
overvalued in terms of the dollar and the rate of devaluation 
lower than the rate of domestic inflation. Inflation was 
brought down but at the cost of large internal price dis- 
tortions, many bankruptcies, and the loss of foreign 

markets for a number of export products in which Argentina 
has traditionally had a comparative advantage. 


In the final months of the Videla administration, a devalua- 
tion of the peso was widely regarded as a certainty, the 
only questions being when and how this step was to be 
carried out. Exchange policy appeared to waver during the 
six-month transition between administrations. In February 

a ten-percent devaluation was decreed. The public reacted 
by buying dollars heavily. After the new team took office, 
further devaluations were decreed, amounting to a 65-percent 
increase in the dollar exchange rate. Yet in a short time 
dollar buying resumed. 


Concluding apparently that it was no longer possible to 
defend a fixed exchange rate without exhausting its re- 
serves, the government on June 22 split the exchange market 
into two parts: one for commercial transactions, the other 
for purely financial ones, which was allowed to float sub- 
ject to intervention by the Banco de la Nacion. At the 
close of the first full week in August, the rate for the 
dollar stood at around 5,000 pesos, while in the financial 





market it was about 7,000 -- a rise of 260 percent since 

the first of the year -- after soaring briefly to 8,800 

the previous month. The "financial" peso had been de- 
valued by over 70 percent since January 1. The "commercial" 
peso is being constantly devalued according to the rise in 
the Wholesale Price Index. 


An immediate effect of these devaluations was to stoke 

the fires of inflation: import prices in terms of pesos 
increased automatically and the increase was transmitted 
swiftly to domestically produced goods. The increase in 
consumer prices for the first seven months of the year was 
62 percent. In July, the Wholesale Price Index rose 12.7 
percent, after having jumped 18.6 percent in June, while 
consumer prices rose 10.2 percent. For the current year, 


a return to three-digit inflation appears 
inevitable. 


Trade Surplus Possible 


The rekindling of inflation was apparently accepted as a 
calculated risk in the hope of jolting the economy out of 
recession. An export-led recovery was the aim. Since 
exporters would now receive more pesos per dollar of 
export receipts, it was reasoned, they could once again 
export at a profit. At the same time, competing imports 
would be discouraged by the steeper price in pesos. The 
Minister of Economy, Treasury and Finance has predicted 

a trade surplus of about $1 billion and a current account 
deficit -- including merchandise trade, tourism, interest 
on foreign debt, and other service items -- of about 

$2.4 billion, instead of the $6 billion deficit projected 
prior to the devaluations. On the other hand, a high 
official in the Ministry of Commerce has offered a more 
conservative estimate, merchandise trade to be in balance 
with exports and imports of around $9 billion each. By 
the end of June, the trade account had turned the corner, 
registering a surplus for the second quarter of $345 million. 
However, apart from December (when the new wheat harvest 
begins) the prime exporting months have passed. With 
exports totalling only $4.8 billion in the first six months, 
it is somewhat questionable that a trade surplus for the 
year can be achieved. 


The successive devaluations made agricultural exports 

much more profitable and coincided with a record grain and 
oilseed crop of 35 million metric tons, more than 35 percent 
over the previous season's weather-reduced crop. Excep- 
tionally good weather conditions during the growing season, 
especially for corn and sorghum -- causing record yields -- 
are the major elements in this year's larger output. Beef 





exports are recovering somewhat but remain well below 

1979 outflows because of a fall off in global demand. The 
outlook is good that Argentina will recapture some of its 
traditional markets for fresh and processed fruit, tobacco, 
and dairy products. The export taxes instituted with the 
April 4 devaluation have been removed. Special loans were 
made available by the Banco de la Nacion to farmers for 
planting the next season’s crop. 


High Interest Rates Hit Industry 


While agriculture remains heavily indebted, producer prices 
are recovering somewhat from last year's recession. The 
effort to defend the country's dwindling stock of foreign 
exchange against repeated speculative onslaughts on the 
peso has forced the authorities to keep interest rates 
extraordinarily high, to encourage depositors to keep 

their money in pesos and borrowers to seek funds abroad. 
Domestic interest rates, in the present setting, represent 
three elements: foreign interest rates, the rate of devalu- 
ation, and an exchange risk premium. When interest rates 
have tended downward, a flight to the dollar resulted as 
long as a climate of anxiety and uncertainty persisted. 
Toward the end of March, just before the new administration 
of General Viola took office, interest rates on domestic 
loans reached historic heights -- in some cases approaching 
20 percent a month -- when credit was available at all. 
Even at the beginning of July, interest rates for prime 
borrowers were around 15 percent a month. Rates began to 
soften gradually in July, but when dollars started to flow 
out again, minimum reserve requirements were again raised, 
and interest rates once more increased. In August the 
foreign exchange market calmed down, and interest rates 
began to fall. 


The principal effect of such levels of interest was a con- 
traction in investment, production, and employment, made 
especially severe by the high debt/equity ratios of many 
Argentine firms. With some firms on the verge of bank- 
ruptcy (and others already bankrupt), the situation is 
judged to be so serious that the government has considered 
several ways of refinancing business debt to banks. A 
scheme for refinancing half of such debt, with maturities 
of two to four years, through Central Bank rediscounts has 
apparently not produced the intended results, partly 
because bank lending has commonly been for extremely short 
terms (30 days) and the banks are not accustomed to making 
the necessary long-term assessments. More recently, the 
government announced a second plan for funding private 
peso debt: 50 percent of the industrial sector's debt and 
40 percent of the debt of the agricultural, commercial, 





and services sectors. 


A further result of the attacks on the peso was a heavy 
drain on Central Bank foreign exchange reserves, which fell 
during the first six months to around $4 billion, but in 
mid-August stood at about $5 billion -- sufficient for 

more than five months of imports. Foreign debt in mid- 
August was approximately $30 billion, of which about $17 
billion was owed by government agencies. The more heavy 
debt servicing requirements for the year are expected to 

be met by the end of September. 


Allowing for inflation, there was a net contraction in 
monetary aggregates in the first half of the year. The 
government has initiated a policy to increase the money 
supply (M-2: currency in circulation plus sight and time 
deposits) by around 7 percent a month for the next several 
months. 


Recession Brings Fall in Capacity Utilization and Rise 
in Unemployment 


The recession, which resulted in an estimated decline of 
three to five percent in the production of goods and services 
in the first six months of 1981 compared to the first six 
months of 1980, has particularly hit the manufacturing 
sector, which fell 14 percent in the second quarter of 

this year. Steel production is off by more than 20 percent, 
and automobile production, including parts, by close to 

35 percent. Machine tool manufacture, pulp and paper, 

most construction materials, textile and wearing apparel 

are all down. Maintaining output at more or less the same 
level as last year are the petroleum refining, aluminun, 
cement, some food processing, and the wine and tobacco 
industries. The chemical and petrochemical industries are 
doing somewhat better, depending on the product. 


The utilization of installed capacity is less than 50 per- 
cent in basic metal factories, hot and cold steel rolling 
mills, automobile and tire plants, machine tool shops, and 
meat packing plants. It is only slightly above 50 percent 
in the pulp, paper, and paper product mills and factories. 
Only oil refineries, petrochemical complexes, and aluminium 
plants appear working at or near full capacity (75 percent 
or better). 


The combination of heavy debt burden, excessively high 
interest rates, and falling rates of plant operations have 
brought about a rise in layoffs in the industrial sector. 
According to official data the unemployed, who numbered 
2.3 percent of the work force in October 1980, increased 





to 3.9 percent at the end of April. An unofficial survey 
of business enterprises puts the figure at the end of 
July at 5.5 percent, and it may be higher. The 5.5 percent 
figure translates into slightly over 600,000 jobless, 
240,000 of whom are reportedly in greater Buenos Aires. 
An official document reports a sizable number of people 
underemployed; that is, employed for only a few hours a 
week. Also revealed by the document is a substantial 
shift -- caused by the policies of the previous adminis- 
tration -- of workers out of the industrial sector, where 
their numbers fell from over a million in 1976 to fewer 
than 800,000 in 1980. A portion of these found work in 
the services sector. 


The Outlook: Recession for the Balance of the Year 
With Resurgent Inflation 


The next six months will be most critical for the Argentine 
economy. While turmoil in the foreign exchange markets has 
subsided, there is no certainty, as yet, that the vital 
element of confidence has returned. Rather, the public 

and, more specifically the business and financial community, 
are asking if the latest government proposals will be 
implemented, and if they will develop into a coherent and 
effective economic policy. A fall of 3 to 5 percent in 
Gross Domestic Product, compared to 1980, is foreseen. 


No early recovery in the industrial sector is foreseen. 

The export boom,which is expected to take place as a result 
of the steep devaluations of the last seven months, may 
require another six months to a year to achieve its 
maximum impact on trade flows. Nevertheless, Argentina 

had a surplus on the trade account during the second 
quarter and may possibly have a surplus for the year as 

a whole. 


Argentina appears able to meet foreign debt service require- 
ments with current reserves and anticipated export proceeds, 
provided the latter are remitted promptly. The Argentine 
Government has stated that it has no intention to negotiate 
a general restructuring of its foreign debt, of which 

about $4 billion matures in the last five months of the 
current year. Nevertheless, foreign borrowing appears 

to be indispensable to meet these obligations. One con- 
sortium of banks has syndicated a loan for $500 million 

on seven year. terms, including three years grace. Further 
foreign borrowing could be required. 


In the meantime pressure has mounted for the government 
to assist distressed debtors in the private sector. A 
Central Bank rediscount facility having failed of its 
purposes, a new scheme involving Central Bank refinancing 





at long term has been proposed and is before the quasi- 
legislative body, CAL. 


The public-sector budget has for years been the Achilles' 
heel of government efforts to halt inflation and restore 
health to an economy in which inflation is endemic. The 
current government has announced that while it will re- 
duce outlays by 3.0 percent by the end of the year, its 
payments for tax receipts will decline by 8.0 percent. It 
hopes to hold the fiscal deficit to 5.0 percent of GDP, 
almost the same as last year. To carry out this intention, 
the administration has adopted a form of income policy, 
keeping public sector salary raises below the rate of 
inflation. Nevertheless, prospects of achieving even the 
present budgetary targets look none too bright. For the 
first six months of the year, the public sector deficit 
exceeded the deficit for the same period of 1980 by 13 
percent, with adjustment for inflation. Even more sig- 
nificant, most of it was financed by advances from the 
Central Bank to the Treasury, which are absolutely in- 
flationary in their impact on the money supply. The fact 
that this impact was in large part absorbed by outflows of 
foreign exchange during the first six months of the year 
does not remove its negative implications for inflation 
control. On the contrary, if exchange markets become 
stabilized, as is to be hoped, control of the budget 
becomes all the more necessary. 


It is understood that the authorities hope eventually -- 
perhaps in six to nine months' time -- to institute a 
"float" of the peso for all foreign exchange transactions. 
The cooperation of foreign and international banks would 
be necessary for the success of such a step, but that 
cooperation would probably be forthcoming if needed. More 
important would be implications for monetary policy. 

With a fixed exchange rate or predetermined crawling peg 
devaluation, and complete freedom of capital movements, 
flows of foreign exchange, in theory, determined expansion 
or contraction of the monetary aggregates under former 
policy; only failure to control public-sector expenditure 
could upset this equilibrium. But when exchange rates are 
freely determined by the market, an active monetary policy 
becomes necessary, the money managers setting money supply 
growth targets and using the traditional instruments of 
central bank to achieve them. The development of such an 
active monetary policy is reported to be under study now. 
Its success, if implemented, would depend to a large degree 
on success in reducing, in real terms, public-sector out- 
lays. Performance in this respect, as noted earlier, has 





not been entirely encouraging. The latest projections 

are that the rate of inflation as measured by the Consumer 
Price Index (CPI) will be 140 percent and, at the level 

of the Wholesale Price Index (WPI), 180 percent for the 
whole of 1981. These projections are based on the 
assumption that the CPI and WPI will both increase by an 
average of nine percent during the remaining five months 
of this year. 


The Minister of Economy predicted an economic upturn 
beginning in the fourth quarter of this year, and has 
projected a six percent cumulative economic growth rate 

from 1982 through 1984. Though there is much skepticisn, 
there is a growing expectation that the economy will 

recover from the present recession in 1982; at what point 

no one is certain. Argentina will then once again have 

to confront, as a primary problem,its old nemesis, inflation. 


B. IMPLICATIONS FOR THE UNITED STATES 


U.S. exports to Argentina in 1981 are expected to fall 
from the record $2.6 billion level of 1980 to around $2 
billion. Decreased Argentine import demand is a function 
of both the substantial devaluations of the peso and the 
local economic recession. Demand for consumer goods is 
expected to experience the sharpest drop. 


Market penetration for U.S. firms trying to sell in 
Argentina for the first time will generally be difficult. 
The high level of economic uncertainty has made Argentine 
agents and distributors reluctant to acquire new product 
lines. There is a tendency to postpone business decision- 
taking until the direction of government policy becomes 
clearer. 


In a period of recession, which has also seen real interest 
rates (i.e., after inflation) approach 30 percent, the 
number of bankruptcies has increased around 300 percent. 
Under current conditions, most foreign vendors are requiring 
irrevocable letters of credit for first-time sales to 

most Argentine importers, even though the cost to the 

buyer is quite high. The government has recently announced 
new regulations governing payment conditions for certain 
imports. For consumer items, payment can only be remitted 
from Argentina 180 days after the shipping date from the 
country of origin. 


The government economic ministries are examining the public 
investment budget. While substantial public investment 
will be necessary to stimulate the economy (private invest- 





ment appears weak in short term) concern over the size of 
the budget deficit and existing level of foreign debt will 
constrain public sector capital expenditures. In fact, 
the Minister of Economy, Treasury and Finance has announced 
that the public investment program will be held under ten 
percent of GDP, while private investment is revitalized. 
Some major projects in power generation, transportation, 
and communications may be delayed. The government is 
shortly expected to announce revisions in the public 
investment budget to mark its goal of restraints, and, in 
addition, new guidelines for the issuance of repayment 
guarantees for projects of the provincial and municipal 
governments. 


The government is also reviewing tariff policy. The five- 
year program of gradual tariff reduction which was initiated 
in 1979 has been suspended. It is unclear what changes 

the government authorities will eventually make but it is 
thought unlikely that Argentina will revert to a very high 
tariff rate regime. The investment climate is good. In 
addition to an extremely liberal investment law, a new 
mining code is specifically designed to draw foreign 
investors to help realize Argentina's relatively untapped 
potential in this immensely rich field. 


The following industry/product sectors represent good 
opportunities to U.S. firms for exports of machinery, 
equipment, technology and services; electrical power 
generation and distribution; oil and gas field exploration 
and extraction; transportation; telecommunications; mining 
and extraction; machine tools and metalworking; food process- 
ing and packaging; computers and peripherals; health care; 
plastics processing; chemical and petrochemical industries; 
and process controls. Numerous major projects in the govern- 
ment and private sectors involving billions of dollars in 
investments in the coming years, especially in the field of 
power generation and distribution, petroleum exploration 

and extraction, and mining, will be of particular interest 

to U.S. firms. 


The wide range of U.S. Government trade promotion events 
being organized for the coming year include a U.S. exhibit 
at a major machine tool and metalworking show (May 1982), 
trade missions promoting instrumentation (November 1981) 
and electric power generating and transmission equipment 
(tentatively set for June 1982). Video/catalog exhibits 
are planned with the following themes: food and dairy 
equipment (April 1982), building equipment and supplies 
(June 1982), audio visual products (July 1982),and con- 
crete construction equipment (September 1982). For 





detailed information on export opportunities, major pro- 
ducts, the climate for foreign investment in Argentina, 
and coming trade promotional events, consult the Country 
Marketing Manager for Argentina, ITA/ED/OCM, Room 4039, 
U.S. Department of Commerce, Washington, D.C. 20230, 
telephone - (202) 377-5427. 
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Let The US. Department Of Commerce Help You Export 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 
US. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 
@ distribution channels 

@ natural resources 

@ population 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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